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Ideas from leading experts in financial planning

A Different Kind of Hot TIP—Treasury
Inflation-Protection Securities
WHAT’S INSIDE
5 Simplified Minimum Required
Distribution Calculations
A handy chart summarizes the new
proposed regulations for required
minimum distributions from IRAs,
qualified plans, and related savings
vehicles

6 Financial Services:
Avoiding the Ten Traps
An article by Troy Waugh, CPA,
MBA, can help CPAs thinking about
beginning to provide certain finan
cial planning services, those think
ing of expanding them, and those
running into problems as a result of
expanding their services. Based in
Brentwood, Tennesee, Waugh is a
full-time marketing and sales con
sultant to CPA firms. His insights
may help planners avoid or over
come the pitfalls that can arise in
providing financial planning ser
vices.

AICPA CKRS
Harborside Financial Center
201 Plaza Three
Jersey City, New Jersey 07311-3881

By Steve Savage
TIPS—Treasury Inflation Protection
Securities—may be an appropriate
investment addition for some clients who
want to diversify their investment portfo
lio to hedge against equity downturns.
Steve Savage of Litman/Gregory Analyt
ics explains in the following article what
TIPS are, how they work, and when they
may be an appropriate part of a client’s
portfolio. The following article is adapted
from an article that first appeared on Litman/Gregory’s new Advsior Intelligence
website www.advisorintelligence.com.

hile fast-paced technology
high flyers were the subject of
some of investors’ favorite
“hot” tips going into last year,
who chased them saw stock values plum
met. Meanwhile, the forces that con
tributed to the ripping of the valuation
balloon gave unusual success to another
kind of TIP—the boring Treasury bond
with the inflation guarantee. Treasury
Inflation-Protected Securities, or TIPS,
rode the sharp fall in real rates (interest
rates minus inflation) that came about last
year as interest rates dropped sharply
while inflation held steady and finished
the year with about a 13% gain.
With stocks declining and the econo
my slowing sharply, many investors are
focusing on portfolio diversification
options that would soften the blow from
further declines in equities. TIPS are one
such option.
The U.S. Treasury launched the first
TIPS in 1997 as a vehicle to provide
investors with insurance against inflation.
By holding the bond to maturity,

W

investors have a guarantee that their pur
chasing power will not be diminished—
theoretically this is the key tenet of
investing.

How TIPS Work
The structure of a TIP is straightfor
ward. The interest rate is set at auction
and remains fixed throughout the term of
the security. The principal portion is
adjusted for inflation and is paid at matu
rity. Interest is paid semiannually and
adjusts upward for inflation as well, since
it is based on the inflation-adjusted prin
cipal value. Inflation is pegged to the
Consumer Price Index for All Urban
Consumers (CPI-U, which is commonly
quoted, often as just CPI). TIPS are
issued in 10- and 30-year maturities in
investors
denominations as low as $1000. At matu
Continued on page 2

TRENDWATCH
Stock options may be removed from the
base used in calculating the Alternative
Minimum Tax. A bill introduced by Rep
resentative Zoe Lofgren (D-Calif.) is
designed to remove an AMT-generated tax
liability faced by many company employ
ees who exercised options to buy stock in
their firms when the market price was
high. In many cases, the stock price
dropped before shares were sold so the
employees faced an AMT tax liability
based on the original higher price.
Between seven and ten million corporate
employees have stock options.
“House Bill Would Take Stock Options
Out of AMT Tax Calculation,” Defined
Contribution News (April 23, 2001).
Continued on page 2
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TRENDWATCH
(continued from page 1)

A Different Kind of Hot TIP—Treasury
Inflation-Protection Securities
Continued from page 1

Is the traditional IRA superior to the
Roth IRA as a wealth accumulation
vehicle? In all but rare circumstances,

according to a study by three Georgia
State University researchers, which
TrendWatch reported in the NovemberDecember 2000 Planner. Three Mar
quette University researchers, however,
reach a different conclusion: which
vehicle “is better from an after-tax
return on investment viewpoint
depends crucially on the relationship
between an individual’s tax rates at the
time of investment and at the time of
withdrawal.” Financial planners need to
focus on the return on investment. The
tax treatments of the two types of IRA
are different, so differences in scale of
the two investments cannot be ignored.
Since individual tax rates generally will
be less at the time of withdrawal than at
the time of investment, “the traditional
IRA will be a better investment vehicle
for most individuals.”
“Investment Performance Compari
son Between Roth and Traditional Indi
vidual Retirement Accounts,” The
Journal of Applied Business Research
(Volume 17, Number 1)
Trend Letter predicts that the market
for investment information directed
at women will explode over the next
few years. Already, nearly a quarter

million women head U.S. households
with incomes greater than $100,000.
The Securities Industry Association
predicts that by 2010 women will con
trol more than $1 trillion in assets. Cur
rently, women lead men in participa
tion in 401(k) plans and in the level of
risk they accept for higher long-term
returns. If financial planning service
providers wish to earn their share of
this burgeoning market, they need to
avoid talking down to women or insin
uating they are less capable than men
are in personal financial management.
“Women Making Independent
Financial Decisions,” Trend Letter
(January 15, 2001)
Continued on page 8
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rity, the principal value paid will be at
least the face amount, so investors
would get an extra boost in purchasing
power in the unlikely event of defla
tion.
What affects TIPS returns? Think of
them exactly as you would a regular
bond, except that the old familiar
inverse relationship between yield and
price has an extra wrinkle. While a reg
ular bond needs to decline in value
when interest rates rise so that its yield
to a purchaser is effectively “reset” to
the current market rate (and vice versa
when rates fall), a TIPS’ value moves
in relation to real rates.
Real rates are a function of two
things—inflation and interest rates—so
there are more permutations possible.
But the bottom line is the same: When
real rates fall, the price of a TIP moves
higher, effectively “resetting” real
return for a purchaser to the new, lower
market rate. If real rates rise, the value
of the TIP will fall. So the return from
TIPS will be a function of its coupon,
inflation, and price changes to the
underlying bond that occur along the
way as real rates change.
Most people have a pretty good feel
for how interest rates move, and so
have a decent frame of reference for
what to expect in terms of bond price
volatility. In the case of TIPS, though,
few people have a feel for real rate
movements. Add to that the structural
differences that affect duration, and
most investors haven’t a clue about
what kind of volatility to expect from
TIPS. In terms of duration, TIPs fall
between a conventional Treasury and a
zero-coupon Treasury. Taking 30-year
bonds as an example, a 30-year zero
would have a duration of 30 years
(since there is no coupon to shorten the
time required to be assured of “break
ing even”) while a conventional Trea
sury, thanks to its coupon payments,
would have a shorter duration of about
11 years. A TIP, with its approximately
half-rate coupon (currently), has a real
duration of about 19 years. But TIPS

change in relation to real interest rates,
rather than nominal interest rates. Real
interest rates historically have only
about 40% of the volatility of nominal
interest rates, so the volatility of a 30year TIP is likely to be close to, or a lit
tle less than, that of a comparable
maturity conventional Treasury. A 10year TIP has a real duration of 8.1
years, and a volatility that is likely to
be comparable to that of a convention
al Treasury with duration of about five
years.
So, compared with a regular bond,
how does the TIP behave in the wild?
Last year’s economic environment
offers a good, if unusual, illustration.
According to the Lehman’s InflationLinked Treasury Index, inflation and
coupon yield each contributed about
3.5% of return, for a return of about
7%. Additionally, inflation flared, but
the economy also slowed sharply and
nominal rates dropped. As a result real
yields fell about 80 basis points, from
4.3% to 3.5%. This led to capital gains
on TIPS of about 6%, for a total return
just north of 13%.
Taxes

As a Treasury security, TIPS are not
subject to state or local taxes. The
coupon on a TIP is federally taxable as
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ordinary income. The inflation adjust
ment to the principal value is also fed
erally taxable. This phantom income is
taxable in the year it is accrued, even
though it is not received until the bond
matures (it works the same as a zero
coupon bond). For this reason, most
experts do not recommend TIPS for
taxable accounts. In a very high-infla
tion environment the tax liability could
even exceed the cash flow from the
coupon yield. Given the choice between
using TIPS in a taxable or tax-deferred
account, the tax-deferred account is
clearly the better option.
But even investors without sizable
self-directed tax-deferred accounts
should not automatically rule out TIPS
if their goal is to provide portfolio pro
tection via a low-correlation asset. The
reason is that even though the investor
could give up a significant share to
taxes, the kind of environment that
would cause this is one of very high
inflation, which could be disastrous for
stocks and conventional bonds but good
for TIPS—so while giving up income to
the government may be unpleasant, it is
probably not as unpleasant as the likely
corollary of large losses in stocks or
moderate losses in bonds.
Portfolio Benefits

TIPS are a simple way to achieve
perhaps the most fundamental goal of
investing: preservation/growth of pur
chasing power. Held to maturity, they
are virtually riskless. Taken as a distinct
asset class and used as a component of
a broader portfolio, TIPS are one of the
only asset classes that respond positive
ly to inflation—almost all other asset
classes respond negatively to inflation.
Hard assets respond positively to infla
tion, but generate little or no real return.
Additionally, TIPS’ risk can be thought
of differently when taken in relation to
a broader fixed portfolio. While the low
coupon gives them a long duration, as
we mentioned earlier, this duration is
effectively shortened by the fact that
real interest rates are only about 40% as
variable as nominal interest rates.
Further enhancing the diversification
benefits is that the relationship between
real rates and nominal rates, which have
the added inflation component, is only
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about 50%. So the “yield beta” of a TIP,
according to Brynjolfsson, is only about
20% in relation to a comparable maturi
ty conventional Treasury. It should be
noted that this does not mean that they
are only 20% as volatile as a Treasury,
but that their sensitivity to changes in
nominal interest rates are likely to be
only 20% that of a comparable duration
Treasury. Their unique risk, which is
captured by standard deviation, is high
er than what is implied by their “yield
beta.” But it is their low correlation to
nominal rates, which is expressed in the
beta concept, that adds to their value in
a portfolio context by bringing down
the overall risk level.
TIPS have a short trading history.
But studies using synthetic TIPS have
been conducted, which impute the
probable behavior of TIPS, had they
existed, based on the economic and
market environment at the time. The
studies show that during the period
from 1970 to 1998, TIPS probably
would have had a lower correlation to
equities than U.S. Treasuries and would
have improved the risk-reward profile
of all but the most aggressive portfo
lios. This period includes the hyperin
flation era of the later 1970s and early
1980s, and so may not be reflective of
the more likely environment going for
ward. But no one knows for sure what
the economic environment will be
going forward with respect to inflation,
and while a return to high inflation may
seem unlikely, the degree to which the
market is discounting this is probably
even greater. This means that the possi
bility of inflation being higher than
expected (a positive for TIPS) is much
more realistic even if high inflation in
absolute terms does not occur.
Investing in TIPS

TIPS can be purchased through the
Treasury Direct program or in the sec
ondary market through a brokerage
firm. (For more information, visit the
Treasury Web Site at http://www.public
debt.treas.gov/sec/seciis.htm). However, we
think that for most investors looking to
use TIPS in their portfolio, fund options
are better choices. Trading in the TIPS
market can be intricate at times, given
liquidity and spreads, and tax account

ing can be a burden. The inefficiencies
lend opportunity for active managers to
add value.
Predicting inflation and interest rates
is difficult, and we would hesitate to
base an investment recommendation
solely on our ability to do so. We are
more comfortable in dealing with the
probabilities of outcomes, and invest
ing sensibly based on our assessments
of those probabilities and the conse
quences.
In the case of TIPS, our concerns
about further deterioration in the econ
omy, and the possibility that we could
see an extended period of weakness in
the stock market, makes us consider
TIPS as a potentially valuable portfolio
diversifier that would come out of the
allocation to conventional bonds in a
portfolio. If inflation were to increase
significantly, which we think is unlike
ly but which if it did would probably
lead to terrible returns for both stocks
and bonds, then TIPS would provide
important protection since they respond
favorably to inflation.
If inflation were to just remain high
er than what is priced in to TIPS by
investors, which we think is probable,
then TIPS should generate better real
returns than conventional bonds for taxdeferred and low-bracket investors. For
example, if inflation holds at about a
3% level, and nominal interest rates fall
further, the decline in real rates would
generate capital gains for TIPS (just as
it would for conventional bonds) in
addition to the 3% inflation adjustment
and the coupon. If real rates were to
rise, which would happen if inflation
were to hold or ease and nominal inter
est rates increase, then TIPS would see
short-term capital losses. Since both
stocks and bonds don’t respond well to
rising interest rates, it is possible that
TIPS would still offer downside bene
fits in this scenario. ♦

Editor’s Note: Steve Savage expects to be doing
more work over the next few months in evaluating
if and how Litman/Gregory might incorporate TIPS
into its own less aggressive models. He will let
readers of their online newsletter know the results
of this work. A two-month trial subscription of the
newsletter is available at the Advisor Intelligence
website (www.advisorintelligence.com).
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Simplified Minimum Required Distribution Calculations
n January, 2001, the IRS announced
proposed regulations that would sub
stantially simplify the calculation of
required minimum distributions (RMDs)
from IRAs, qualified plans, and related
savings vehicles. The regulations would
reduce the amount of RMDs for most
account owners, according to the IRS.
Members of the Personal Financial Plan
ning Membership Section should have
received detailed information about the
new regulations in the PFP Pointer pub
lished in February.
In general, the new proposed regula
tions simplify the current RMD rules.

I

The proposed regulations would be
effective for determining RMDs on or
after January 1, 2002 and would not be
retroactive. Owners may use the new
proposed regulations or the 1987 pro
posed regulations to determine RMDs
for IRAs and qualified plans for calendar
year 2001.
The new regulations—
■ Provide a simple, uniform table
that all owners can use to determine the
RMDs during their lifetime.
■ Eliminate the need for owners to
determine their beneficiaries by the
date distributions begin and to decide

whether to recalculate life expectancy
each year.
■ Eliminate the requirement to sat
isfy a separate incidental death benefit
rule.
■ Permit calculating the RMD dur
ing the owner’s lifetime without regard
to the beneficiary’s age except when the
RMD could be reduced because the ben
eficiary is a spouse more than ten years
younger than the owner.
■ Allow the beneficiary to be decid
ed as late as the end of the year following
the year of the owner’s death.
■ Permit calculation of post-death
minimum distributions to take into
account an owner’s remaining life

Required Minimum Distributions to Beneficiary—New Proposed Regulations
Beneficiary

Death Before Owner's RBD

Spouse—Inherited
IRA (No rollover)

Spouse may defer payments until such time os year the owner would
have reached age 701/2. Thereafter, RMDs are calculated based
upon spouse's life expectancy by referencing his or her attained age
for the year of distribution in Table V of Treas. Reg. §172-9. For
each succeeding year, this process is repeated. (RECALC'D)

Upon the death of the surviving spouse:
(1) If the surviving spouse dies prior to the year in which the owner
would have been age 701/2, the spouse is deemed to be the
owner/participant and a beneficiary is determined as of no later
than December 31st of the year following death. Such beneficiary
is thereafter entitled to receive RMDs based upon his or her life
expectancy under Table V of Treas. Reg. §1.72-9. For each suc
ceeding year, the factor is reduced by one,
(2) If the surviving spouse dies after the year in which the owner
would have reached age 701
/2, RMDs are determined based upon
spouse's attained age in year of death by reference to Table V of
Treas. Reg. §1.72-9. For each succeeding year, the factor is reduced
by one.

4

Citation

Death After Owner's RBD

Citation

Prop. Treas. Reg.
§1.401 (a)(9)-3 Q&A
3(b).

RMD for year of death must be token based upon decedent's life
expectancy factor. Spouse determines RMDs based upon spouse's
life expectancy by referencing her attained age for the year of dis
tribution in Table V of Treas. Reg. §1.72-9. For each succeeding
year, this process is repeated. (RECALC'D)

Prop. Treas. Reg.
§1.401 (a) (9)-5
Q&A 5(c)(2).

Prop. Treas. Reg.
§1.401(a)(9)-3 Q&A 5;
Prop. Treas. Reg.
§1.401 (a) (9)-4 Q&A
4(b); and Prop. Treas.
Reg. § 1.401 (a) (9)-5
Q&A 5(c)(2).

Upon death of the surviving spouse. RMDs are determined based
upon spouse's attained age in year of death by reference to
table V of Treas. Reg. §1.72-9. For each succeeding year, the
factor is reduced by one.

Prop. Treas. Reg.
§1.401 (a) (9)-5
Q&A 5(c)(2).

Spouse—Rollover

Spouse may defer RMDs until she reaches age 701
/2. Or if the
spouse is already age 701/2, RMDs begin by December 31st of the
year following the year of death. For such years, RMDs based upon
spouse's life expectancy based upon RMD table under Prop. Treas.
Reg. 1.401 (a)(9)-5 A-4 (Uniform Table). (RECALC'D)

Prop. Treas. Reg.
§1.408-8 Q&A 5(a).

RMD must be taken for year of decedent's death based upon
decedent's age in year of death. Future years based upon sur
viving spouse's life expectancy factor by reference to the Uni
form Table. (RECALC'D)

Prop. Treas. Reg.
§1.408-8 Q&A
5(a).

Child

The first year distribution is determined based upon corresponding
life expectancy factor for the child's age in the year of the first dis
tribution by reference to Treas. Reg. §1.72-9 Table V. For succeed
ing years, this factor is reduced by one.

Prop. Treas. Reg.
§1.401 (a) (9)-3 Q&A
1 (a); and Prop. Treas.
Reg. §1.401 (a) (9)-3
Q&A 3(a).

RMD must be taken for year of decedent's death based upon
decedent's age in year of death. The first year distribution is
determined based upon corresponding life expectancy factor for
the child's age in the year of the first distribution by reference to
Treas. Reg. §1.72-9 Table V. For succeeding years, this factor is
reduced by one.

Prop. Treas. Reg.
§1.401 (a)(9)-5
Q&A 5(c)(1).

Child by Disclaimer

The first year distribution is determined based upon corresponding
life expectancy factor for the child's age in the year of the first dis
tribution by reference to Treas. Reg. §1.72-9 Table V. For succeed
ing years, this factor is reduced by one.

Prop. Treas. Reg.
§1.401 (a) (9)-3 Q&A
1(a); and Prop. Treas.
Reg. § 1.401 (a) (9)-3
Q&A 3(a).

RMD must be taken for year of decedent's death based upon
decedent's age in year of death. The first year distribution is
determined based upon corresponding life expectancy factor for
the child's age in the year of the first distribution by reference to
Treas. Reg. §1.72-9 Table V. For succeeding years, this factor is
reduced by one.

Prop. Treas. Reg.
§1.401 (a) (9)-5
Q&A 5(c)(1).

Grandchild

The first year distribution is determined based upon corresponding
life expectancy factor for the grandchild's age in the year of the first
distribution by reference to Treas. Reg. §1.72-9 Table V. For suc
ceeding years, this factor is reduced by one.

Prop. Treas. Reg.
§1.401 (a)(9)-3 Q&A
1 (a); and Prop. Treas.
Reg. §1.401 (a)(9)-3
Q&A 3(a).

RMD must be taken for year of decedent's death based upon dece
dent's age in year of death. The first year distribution is determined
based upon corresponding life expectancy factor for the grand
child's age in the year of the first distribution by reference to Treas.
Reg. §1.72-9 Table V. For succeeding years, this factor is reduced
by one.

Prop. Treas. Reg.
§1.401 (a)(9)-5
Q&A 5(c)(1).

PLANNER
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expectancy at the time of death. Distrib
utions could then be spread over several
years after death.
A reference chart on pages 4 and 5
summarizes the new required minimum
distribution provisions for various possi
ble beneficiaries. The chart was devel
oped by Robert S. Keebler, CPA, MST, a
partner in Virchow, Krause & Company,
LLP, who is author of an AICPA publica
tion A CPA’s Guide to Making the Most
of the New IRAs. In the chart, Keebler
cites the applicable regulations for both
before and after the owner’s Required
Beginning Date (RBD). ♦

Proposed Legislation: Higher Contribution Limits for IRA and 401(k)s
The House passed the “Comprehensive Retirement Security and Pension
Reform Act of 2001.” The bill would raise contribution limits for IRAs and
401(k)s. By 2004, annual contribution limits for IRAs will increase gradual
ly from $2,000 to $5,000 and 401(k)s from $10,000 to $15,000 by 2006. To
allow people over 50 years of age to catch up on their retirement savings,
their IRA limit would rise to $5,000 in 2002 and 2003.
More than 50 provisions of the bill are designed to encourage employers to
offer pensions and to modernize the system. The provisions include shorter
vesting periods for employer contributions, greater portability of retirement
plans when employees change jobs, and simplified rules for small businesses.

Death Before Owner's RBD

Beneficiary

Citation

Death After Owner's RBD

Citation

Grandchild by
Disclaimer

The first year distribution is determined based upon corresponding
life expectancy factor for the grandchild's age in the year of the first
distribution by reference to Treas. Reg. §1.72-9 Table V. For suc
ceeding years, this factor is reduced by one.

Prop. Treas. Reg.
§1.401 (a)(9)-3 Q&A
1(a); and Prop. Treas.
Reg. §1.401 (a)(9)-3
Q&A 3(a).

RMD must be taken for year of decedent's death based upon dece
dent's age in year of death. The first year distribution is determined
based upon corresponding life expectancy factor for the grandchild's
age in the year of the first distribution by reference to Treas. Reg.
§1.72-9 Table V. For succeeding years, this factor is reduced by one.

Prop. Treas. Reg.
§1.401 (a) (9)-5
Q&A 5(c)(1).

Multiple Individual
Beneficiaries

As long as the account is segregated prior to December 31st of the
year following death, each beneficiary may independently calculate
RMDs. Thus, with respect to each beneficiary, the first year distribu
tion is determined based upon corresponding life expectancy factor
for the beneficiary's age in the year of the first distribution by ref
erence to Treas. Reg. §1.72-9 Table V. For succeeding years, this
factor is reduced by one.

Prop. Treas. Reg.
§1.401 (a)(9)-3 Q&A
1(a); Prop. Treas. Reg.
§1.401 (a) (9)-3 Q&A
3(a); Prop. Treas. Reg.
§1.401 (a) (9)-5 Q&A
7(a); See also Prop. Treas.
Reg. §1.401 (a) (9)-8 Q&A
2 & Q&A 3.

RMD must be taken for year of decedent's death based upon
decedent's age in year of death. Thereafter, as long as the
account is segregated prior to December 31st of the year follow
ing death, each beneficiary may independently calculate RMDs.
Thus, with respect to each beneficiary, the first year distribution
is determined based upon corresponding life expectancy factor for
the beneficiary's age in the year of the first distribution by refer
ence to Treas. Reg. §1.72-9 Table V. For succeeding years, this
factor is reduced by one.

Prop. Treas. Reg.
§1.401 (a)(9)-5
Q&A 5(c)(1); Prop.
Treas. Reg.
§1.401 (a)(9)-5
Q&A 7(a); See also
Prop. Treas. Reg.
§1.401 (a)(9)-8
Q&A 2 & Q&A 3

Designated
Beneficiary Trust

The first year distribution is determined based upon corresponding
life expectancy factor for the oldest beneficiary's age in the year of
the first distribution by reference to Treas. Reg. §1.72-9 Table V. For
succeeding years, this factor is reduced by one. If the trust is
designed to create "one pot" for the benefit of multiple beneficia
ries, RMDs are based upon the oldest beneficiaries life expectancy.
However, if the trust has multiple beneficiaries and allows for the
creation of subtrusts, multiple beneficiaries can use their respective
life expectancies to calculate RMDs. Note, however, multiple shares
must be established by December 31 st of the year following death.

Prop. Treas. Reg.
§1.401 (a)(9)-3 Q&A
1(a); Prop. Treas. Reg.
§1.401 (a) (9)-3 Q&A
3(a); Prop. Treas. Reg.
§1.401 (a) (9)-5 Q&A
7(a); See also Prop.
Treas. Reg.
§1.401 (a) (9)-8 Q&A 2
& Q&A 3.

RMD must be taken for year of decedent's death based upon dece
dent's age in year of death. The first year distribution is determined
based upon corresponding life expectancy factor for the oldest ben
eficiary's age in the year of the first distribution by reference to
Treas. Reg. §1.72-9 Table V. For succeeding years, this factor is
reduced by one. If the trust is designed to create "one pot" for the
benefit of multiple beneficiaries, RMDs are based upon the oldest
beneficiary's life expectancy. However, if the trust has multiple ben
eficiaries and allows for the creation of subtrusts, multiple benefi
ciary's can use their respective life expectancies to calculate RMDs.
Note however, multiple shares must be established by December
31st of the year following death.

Prop. Treas. Reg.
§1.401 (a)(9)-5
Q&A 5(c)(1); Prop.
Treas. Reg.
§1.401 (a)(9)-5
Q&A 7(a); See also
Prop. Treas. Reg.
§1.401 (a)(9)-8
Q&A 2 & Q&A 3

Non-Designated
Beneficiary Trust

Entire balance must be distributed no later than December 31st of
the fifth anniversary year of the decedent's death. However, con

Prop. Treas. Reg.
§1.401 (a) (9)-3 Q&A
1(a) & Q&A 2

RMD must be taken for year of decedent's death based upon dece
dent's age in year of death based on the Uniform Table. For suc
ceeding years, determine initial factor by referencing the owner's
age in year of death in Treas. Reg. §1.72-9. The factor is then
reduced by one for each succeeding year. However, consider the

Prop. Treas. Reg.
§1.401 (a)(9)-5
Q&A 5(c)(3).

sider the potential to reform the trust, assign interests, cash
out non-individual beneficiaries, or segregate interests.

potential to reform the trust, assign interests, cash out non

individual beneficiaries, or segregate interests.

Charity

Entire balance must be distributed no later than December 31st of
the fifth anniversary year of the decedent's death. However, con
sider the potential to cash out the charity or segregate inter

Prop. Treas. Reg.
§1.401 (a) (9)-3 Q&A
1(a) & Q&A 2

ests.

RMD must be taken for year of decedent's death based upon dece
dent's age in year of death based on the Uniform Table. For succeed
ing years, determine initial factor by referencing the owner's age in
year of death in Treas. Reg. §1.72-9. The factor is then reduced by
one for each succeeding year. However, consider the potential to

Prop. Treas. Reg.
§1.401 (a)(9)-5
Q&A 5(c)(3).

cash out the charity or segregate interests.

Estate

Entire balance must be distributed no later than December 31st of
the fifth anniversary year of the decedent's death. However, con
sider the potential to assign the interests, cash out non-indi
vidual beneficiaries, or segregate interests.

Prop. Treas. Reg.
§1.401 (a)(9)-3 Q&A
1 (a) & Q&A 2

RMD must be taken for year of decedent's death based upon dece
dent's age in year of death based on the Uniform Table. For suc
ceeding years, determine initial factor by referencing the owner's
age in year of death in Treas. Reg. §1.72-9. The factor is then
reduced by one for each succeeding year. However, consider the

Prop. Treas. Reg.
§1.401 (a) (9)-5
Q&A 5(c)(3).

potential to assign the interests, cash out non-individual ben
eficiaries, or segregate interests.
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Financial Services: Avoiding the Ten Traps
By Troy Waugh, CPA, MBA

few years ago, one of my
lems, they may begin to think of you
CPA-firm clients decided to
as untrustworthy.
get into the lucrative business
of financial services. After all, finan
Trap

Two: Exacerbating your staff
cial services companies have compet
shortage problems
ed with CPAs in the accounting and
In most firms, especially now in the
tax business for years. Partners select
tight labor market, partners and staff
ed one owner to become the financial
are overworked. Adding another ser
services “guru” for the firm. He spent
vice to your existing service lines
years getting licensed, obtaining a spe
means you will have to invest ramp-up
cialist designation, and lining up
time and training. Most solid invest
money managers and product sources.
ment and insurance professionals
After years of preparation and
invest years in training and prospect
investment, hundreds of thousands of
ing to develop a business. If you are
dollars in out-of-pocket costs and lost
short of people today, what will hap
billings and endless meetings behind
pen when you divert your attention to
closed doors with all the partners,
areas that probably won’t be produc
financial services failed. The partners
tive for a few months?
of the firm would not buy financial ser
vices from their partner. They would
Trap Three: Forgetting to establish
not place their employee benefit plans
solid product expertise
with him. Naturally, it followed, not
Have you had a relative in the insur
one of them would recommend him to
ance business who changed jobs after a
a client. Embarrassed, angered and bit
few months? Insurance trainers direct
ter, this partner left the firm.
new agents to call on their relatives
Yet, for many reasons, CPAs should
first, because relatives and friends are
be offering financial services to
vulnerable sales targets. Were you
clients. If you are considering adding
uncomfortable buying from the rela
financial services to your firm, here are
tive? If so, it was probably because of
the ten traps you want to avoid, along
his or her lack of expertise. To become
with a potential solution for each one.
expert in financial and estate planning,
If you’re already offering financial ser
investment management and insurance
vices, you may have fallen into one of
products, you must be willing to invest
these traps. The solutions discussed
years to learn the products and how to
may help you reverse the situation.
apply them. Insurance and investment
firms have large think tanks of product
Trap One: Trading your “most
designers who are constantly develop
trusted business adviser” status for
ing new ways to solve problems and
a shiny suit
you must stay current.
CPAs are the country’s most trust
ed business advisers. Insurance agents
Trap Four: Making financial
as a group, on the other hand, rank
services your hobby
low on the surveys that ask, “Who is
If your clients don’t need financial
your most trusted business adviser?”
services, you will waste an enormous
At the core of trust in CPAs are two
amount of time and energy dabbling in
key elements: independence and
the business. If you are not going to be
objectivity. By changing your role
serious about the business, you are bet
from adviser to seller, you risk losing
ter off staying out of it and keeping
your independence and objectivity.
your present variety of referral con
Once your clients perceive, rightly or
tacts. Once your referral contacts learn
wrongly, that your recommendations
that you are in the business, the refer
are motivated by commissions or
rals will dry up. So, you could lose
referral fees, rather than their prob
more referrals than you gain in income.
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Trap Five: Giving up client control
and asset value

Properly structured, adding a finan
cial-services business can double the
value of your accounting firm. When
you refer clients to another party, you
risk losing control of the client. The
other party can sell things you do not
approve of to your client. And the
other party can take control of your
client and actually go into competition
with you for tax and accounting ser
vices. Some of the large financial ser
vices companies are offering free tax
returns already for qualified accounts.
Also, when you refer business to
another party, the present-value of the
income stream has been given away.
That present value is an asset that you
could sell rather than give away.

Thinking of Providing
Investment Advisory Services?
Whether you’re planning to provide
investment

advisory

services

or

already doing so, you’ll spend your
time well by visiting the AICPA Cen

ter for Investment Advisory Services

(http://investment-advisory.aicpa.org ).
Novice as well as experienced invest

ment advisers will find resources
helpful in avoiding or handling the
ten traps described by Troy Waugh in
his article “Financial Sevices: Avoid

ing the Ten Traps” and any other

problems they may be encountering.
The CIAS offers information about

how CPAs can get started as Regis

tered Investment Advisers, along with
guidance on the issues and trends in
Investment

Adviser

compliance.

You’ll also find information about

securities licensing, regulation, and
compliance, clearing and custody ser

vices, software tools, ethics and
insurance. The CIAS also has a forum
where you can ask colleagues for

their advice and insights on providing

IA services.
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Trap Six: Offering a limited
product line

All clients are not created equal.
Some need personal financial planning
to become debt free, others need in
vestment management, and still others
have insurance needs. A limited prod
uct line will limit your ability to serve
all your clients well. Becoming an
asset gatherer for a money manager or
a bird-dog for an insurance agent will
inhibit your ability to serve your entire
client base well.
Trap Seven: Not developing a
marketing plan and selling skills

To establish a serious financial ser
vices business, you must focus on
building sales volume into the busi
ness. The most successful people can
make persuasive benefit arguments for
their products and services. Do you
have the selling skills to regularly con
tact your clients, make recommenda
tions to them and ask them to buy?
There is a difference between answer
ing a client’s request for services and
proactively developing new business.
You must develop the latter. Many
CPAs do not want to sell, or appear to
be persuasive with clients. If this is the
case, how are you going to build your
business?
Trap Eight: Holding your license in
the CPA firm

The National Association of Securi
ties Dealers, the Securities and
Exchange Commission and your state
securities and insurance regulators are
very strict governing bodies with many
rules quite different from accountancy
board rules. For example, the NASD
requires that a principal review all reg
istered representative’s correspon
dence. Holding your securities license
in the CPA firm may subject non-relat
ed correspondence to extra review. The
governing bodies have strict surprise
audit procedures and they will have no
sympathy with your tax season (in fact,
they may select this period thinking you
will be most sloppy).
Trap Nine: Not understanding the
profit sharing with your partners

Some of the 90% profit sharing
arrangements the slick broker-dealers

PFP DIVISION

and insurance brokers mention really
amount to 27%. Are you receiving 90%
of 30%? More importantly, what are
you receiving in terms of support and
service from the financial services
provider?
Trap Ten: Not setting solid goals for
your financial services business

Do you want to earn more income?
For example, a good goal would be for
your owners to earn $250,000 whereas
today you are earning $200,000 each.
Or is your income level satisfactory and
you want to have a better lifestyle? For
example, you are satisfied with your
$200,000 income and you really would
like to work less and have the same
income. Or is your goal somewhere in
between? By clearly articulating your
goals for your financial services busi
ness, you can establish a business plan
to get there.
Solutions

Every CPA firm is different and
there is no one-size-fits-all solution. For
most firms, however, setting up your
business and holding your securities
and insurance license in a separate enti
ty outside the accounting firm is a good
first step. In this way you will maintain
client files, control, and value in this
business. Next, developing a relation
ship with a full-service financial ser
vices provider is probably a good idea.
Find one who is financially sound and
stable and can provide you access to
financial planning, estate planning,
investment management, insurance and
investments, retirement administration,
and employee benefit programs. Set a
goal of $50,000 of additional income
per owner as a minimum; otherwise
you are dabbling.
Using this approach, you have the
opportunity to maintain your indepen
dence, while giving the clients an
option to purchase from an entity in
which you have some ownership. If you
are just in a referral relationship, you
lose client control, maintain some fidu
ciary risk and get no payment.
In selecting a financial services part
ner, the following are key considera
tions:
1) Is the partner financially sound
and stable?

2) Does the partner focus on serving
the client or on driving the highest com
mission products?
3) Will the partner help you achieve
more business with than without the
partnership?
4) Will your partner take direction
from you?
5) Will the partner provide training
for you so you can identify client
issues?
6) Does the partner have a clean
record with the insurance and securities
regulators?
7) Will your clients react well to
your partner’s personnel?
8) Does the partner have a broad
product and services line?
All forward-thinking state boards
have opened the doors for CPAs to pro
vide financial services. Building a
financial services business along side
your CPA firm is a powerful client-cen
tric approach to the complex and com
petitive world in which we operate. ♦

How to Set Up and Run
an Investment Advisory Practice
Add even more value to your atten
dance at the AICPA National Invest
ment Planning Conference on June
25-26, 2001, Chicago. Plan to attend

the Pre-Conference Workshop on

How to Set Up and Run an Invest
ment Advisory Practice, Sunday
June 24th, 2001! The conference is

created in partnership with the Illi
nois Society of CPAs.
Gain valuable insight from top

practitioners and experts on how to
set up an Investment Advisory Prac

tice. Plus, find out how to select the
right technology and research tools to
run your practice efficiently. Don’t

miss this opportunity to gain practi
cal, revenue-enhancing knowledge
and earn an additional 7 CPE credits.
For further information or to register,

please call 1-888-777-7077 or visit

www.aicpa.org/conferences.
Don’t delay! Register today to
maximize your learning experience!♦
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A Tool to Help Clients Understand Market Behavior

(continued from page 2)

Planners can help high-net worth
clients create opportunities to gener
ate considerable greater after-tax
wealth. Working with tax advisers,
planners can use eight steps comprising
tax-saving strategies in the investment
planning process. The steps involve
identifying client objectives, asset allo
cation, manager selection, and portfolio
evaluation. For example, under portfo
lio evaluation, two steps are:
Step 1—Evaluate ongoing performance
on an after-tax basis. Simply focusing
on before-tax returns may not result in
the most tax-effective conclusions.
Step 2—Make portfolio change deci
sions on an after-tax basis. Always con
sider how long it will take to “earn
back” any taxes that must be paid as a
result of the change.
For the discussion of the remaining
six steps, see “Tax-Aware Investing” by
Barbara J. Raasch, CPA/PFS, CFA, and
Anthony G. Amitrano, Jr., CPA, M.S.
Tax, in The Tax Adviser, April 2001. ♦

The recent volatility of the stock market makes it difficult to persuade clients that
they need to have a long-term perspective. To help investment advisers do so, as
well as to benefit from access to financial data, the AICPA has arranged a discount
for AICPA members on the price of Ibbotson Associates Stocks, Bonds, Bills and
Inflation (SBBI) yearbook. SBBI is helpful for communicating information about
investment performance with graphs, charts, and tables of historical data and for
enhancing client understanding of growth and value investing.
The classic SBBI yearbook edition has been published annually since 1977,
originating as a result of a 1976 study by Roger Ibbotson, Ph. D., which analyzed
the long-term returns of the principal asset classes in the U.S. Economy. Professor
Ibbotson’s study documented the relationship between risk and return and quanti
fied the ability to reduce risk through diversification.
The SBBI Classic Edition targets practitioners involved in the more tradition
al application of SBBI data in the financial and public equity markets for use in
asset allocation analysis under portfolio theory and similar activities. More infor
mation about the SBBI Classic Edition is available at the Center for Investment
Advisory Services (http://investmentadvisory.aicpa.org).
For the last three years, Ibbotson Associates has also published a Valuation Edi
tion of SBBI after determining that practitioners involved in business valuations
could benefit from expanded coverage of certain aspects of rate determinations.
Both the Valuation Edition and the Classic Edition of SBBI draw upon the same
fundamental research of the domestic public equity market.

AICPA Discount
Both editions are priced at $88 (for non-AICPA members, $110). AICPA members
are eligible for the discount when ordering through the Institute. Call the AICPA
at 888-777-7077. For the Classic Edition, ask for product no. 091011PFP; for the
Valuation Edition, ask for product no. 056602PFP. ♦

ADDRESS SERVICE REQUESTED
Jersey City, NJ 07311-3881

American Institute of Certified Public Accountants
Harborside Financial Center
201 Plaza Three

AICPA]

First Class Mail
US Postage
PAID
Englewood, NJ
Permit No. 91

